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Patrick H. Merrick, Esq. Suite 1000
Director — Regulatory Affairs 1120 20th Street NW
AT&T Federal Government Affairs Washington DC 20036

202 457 3815
FAX 202 457 3110

December4, 2002

Via Electronic Filing

Ms. MarleneH. Dortch, Secretary
FederalCommunicationsCommission
445 Twelfth Street,S.W., RoomTW-B204
Washington,DC 20554

Re: Notice ofEx PartePresentation:CCDocketsNo. 96-45, 98-171,90-571,92-237,
99-200,95-116,98-170andNSD File No. L-00-72.

DearMs. Dortch:

Today,RobertQuinn, JoelLubin, andI metwith ChristopherLibertelli, LegalAdvisor to
ChairmanMichaelK. Powell,to discussreform of theCommission’suniversalservicecontribution
mechanism.AT&T hassupportedandcontinuesto supportsignificantrevisionto the current
revenue-basedassessmentmechanismby adoptinganapproachbasedupontelephonenumbersas
proposedin AT&T’s expartedatedOctober22, 2002.However, in the eventthatthe Commission
adoptsan interimapproachthatretainsmanyofthe aspectsofthe currentsystem,AT&T requests
severalchangesto addressthe inequitiesinherentin the existingmethodology.Thesechangesare
describedin detail in theattachedletterwhich wasusedas anoutline for ourdiscussions.

Consistentwith theCommissionrules,I amfiling oneelectroniccopy ofthisnoticeand
requestthatyouplaceit in therecordofthe proceedings.

Sincerely,

(7~M/J.frL~1
Attachment

cc: ChristopherLibertelli
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RobertW. Quinn, Jr. Suite 1000
Federal Government Affairs 1120 20th Street NW
Vice President Washington DC 20036

202 457 3851
FAX 202 457 2545

December4, 2002

Via ElectronicFiling
EXPARTE

Ms. MarleneDortch, Secretary
FederalCommunicationsCommission
445 l2~~Street,S.W.
Washington,DC 20554

Re: CC DocketsNo. 96-45,98-171,90-571,92-237,99-200,95-116,98-170,and
NSD FileNo. L-00-72

DearMs. Dortch:

AT&T Corp. (“AT&T”) files this exparteto assisttheCommissionin addressingthe
reformofits universalservicecontributionmechanism.AT&T hassupportedandcontinuesto
supportsignificantrevisionto thecurrentrevenue-basedassessmentmechanismby adoptingan
approachthat assessescarriersbasedupontelephonenumbersasproposedin theAT&T exparte
lettersubmittedin this proceedingonOctober22, 2002. In theevent,however,thatthe
Commissionadoptsaninterim approachthatretainsmanyaspectsoftherevenue-based
mechanism,AT&T requestsseveralchanges,similar to onesit haspreviouslyrecommended,that
arenecessaryto addresstheinequitiesinherentin theexistingassessmentmethodology.

In addition, shouldtheCommissionmoveto aninterimsolutionthat is basedin parton
thecurrentrevenueassessmentsituation,it mustpermit carriers(1) to retainflexibility in how
eachcarrierchoosesto structureits universalserviceend-userrecoverymechanismto recover
that expensefrom customersand(2) to collectall legitimatedirect expensesassociatedwith
administeringtheuniversalservicecontributionprogramrequiredby theAct.

RateStructure
AssumingthattheCommissionimplementsan interimrevenue-basedapproach,all

carriersshouldretaintheflexibility to recovertheirUSF obligationsfrom endusercustomers
undereitherarevenue-basedorflat monthlyratestructure.Preservingtheseoptionsare
necessaryto avoidcompetitiveinequitiesasbetweentraditionalIXCs and(1)wirelesscarriers
who could increasinglychooseto bill USF to theircustomerson an account,line oranumber
basis,(2)pureplayinternationalcarriersthat arenot requiredto contributeto USF on their



internationalrevenuesif theirdomesticinterstaterevenuesarelessthan12% oftheirtotal
interstateandinternationalrevenuesshouldthe Commissiondecideto maintaintheinternational
exemption,and(3) bundledofferswherecarriershavesomeflexibility to assigntheirrevenuesto
thatportionofabundlethat is not assessedUSF obligations. Carrierstodayin eachofthese
industrysegmentsareutilizing theflat-rateandpercentageofrevenuemechanismsto recover
universalexpensefrom theirendusercustomers.As competitionbetweentheseindustry
segmentscontinuesto accelerate,carriersmustretaintheflexibility to structuretheiruniversal
servicerecoveryin the samemanner.astheircompetitors..

Indeed,theCommissionmustensure,that anyactiontakenin this areabedonein a
completelynondiscriminatoryfashion. For example,if theCommissionwereto issueanOrder
in thisproceedingthatrequiredinterexchange,carriersonly to assesstheircollectionrateon a
percentageofrevenuebasis,thosecarrierscouldbecompetitivelydisadvantagedin competing
with a carrier(wirelessorwireline) who assessedits universalservicerecoverychargeon a flat-
ratebasis. Carriersmustmaintaintheability to competitivelyrespondto changesin the L
marketplace.Thatflexibility is increasinglyimportantasbundledserviceofferingsbecomemore
prevalent.Obviously,anyCommission-mandatedratestructure,suchastheuniform line-item
associatedwith thecollect-andremitproposals,that forcescarriersinto acompetitively
inequitablesituationwouldviolateSection254(d)’srequirementthattheUSFprogrambe
“equitableandnondiscriminatory.”

DirectExpense
TheCommissionmustpermitcarriersto recoverall directexpenseassociatedwith the

universalserviceprogram. Thatexpenseincludesthecostsdirectlyincurredto administerthe
entireassessmentandcollectionsprocess..

UnbillableRevenues
Unbillablerevenueissuesoccury,i~nacarrieris rinableto bill aparticularcustomeror

classofcustomersfor thecostsassociatedwith universalservicecontributionthat thecustomer
orclassofcustomershascausedthecarrierto incur. Therearemanyexamplesof“unbillable
revenue”situationsthattheCommissionhaspreviouslyidentifiedandattemptedto address.This
mostobvious exampleofthisproblemstemsfrom the“revenuelag” causedby thefact thatthe
existingUSFmethodologyassessescarriersbasedon interstaterevenuesreceivedfrom six
monthsago. As AT&T hasrepeatedlydemonstratedin thisproceeding,acarrierwhoseinterstate
revenuesaredecliningcannotbill thecustomerswho causedthe carrierto incur universalservice
expense,becausesix monthslaterthoserevenuesare“gone” from thecarrier’srevenuestream
whenit mustcollectthat expensefrom its revenuebase.Consequently,thecarriermustincrease
its collectionrateto all endusersin orderto be in apositionto fully recoverits universalservice
expense.Despiteacknowledgingthatthis revenuelag situationis a“competitivedisadvantage”
to carrierswith declininginterstaterevenues(andreducingthelag from 12 monthsto six
months),’the Commissionhasnevermodifiedthemethodologyto eliminatethelag in its
entirety. AT&T requeststhattheCommissiondo soexpeditiouslyon an interimbasisto be
implementedonApril 1, 2003.

In theMatter ofFederal-StateJointBoardonUniversalService,CCDocketNo. 96-45, Order,FCC 01-85,
¶~j13, 14 (Mar. 14,2001). . , ,



In additionto the lag, carriersexperienceothercircumstancesthatpreventthemfrom
billing universalserviceexpenseto specific customerswho causedthe carrierto incur such
expense.For example,AT&T faces“unbillablerevenue”in circumstanceswhereAT&T does
nothaveabilling relationshipwith its endusercustomer,asoccursin manyindependent
companyareasor with casualcalling. It alsomanifestsitselfwhencustomersassertcontractual
provisionsprecludeAT&T from billing theUSF line itemto them.

Thetwo mostsignificantunbillablerevenuestreamsstemfrom: (a) thesmaller
independent,morerural incumbentLECs;and(b) theRBOCsthatbill “casual”callingon
customeraccountswhereAT&T is not thepresubscribedinterexchangecarrier. In both
instances,AT&T receivesinterstaterevenuefrom theLEC uponwhich it is assessedUSF
contributionby USAC. AT&T, however;~hasno meansto collectits USF assessmentfrom its
endusercustomerunlessthebilling LEC agreesto put a line itemon thebill to recoverthat
charge.

In thepast,unbillablerevenuesconstitutedoneoftheprimaryreasons(alongwith the
“lag” anduncollectibleexpense)thatAT&T’s USF line-itemrecoveryratefor all its customers
exceededtheassessmentrateimposedby USAC.. Thefact thatAT&T couldnotcollecttheUSF
expensedirectlyfrom particularcustomersdid notchangethenatureofthat expenseto AT&T.
AT&T wasstill requiredto submitmoniesinto theUSF to covertheassessment.In essence,
AT&T usedan averagingmethodologyto spreadthat expenseto its entire“billable” ratebase.

Thatis not to saythatAT&T hasnot attemptedto reducetheamountofrevenuethat falls
into theunbillablecategory. It has. Inde,ed,AT&Tmaderepeatedeffortsto get theBell
companiesandmanyindependentcompaniesto addaline itemon theenduserbill to permit
recoveryoftheUSFassessmenton acustomer-by-customerbasis. Thoseeffortsweresuccessful
with someindependentcompanieswho, in thepastfewyears,haveagreedto bill aUSF line
item. With theBell companiesandseveralhundredsmallerindependentcompanies,theresponse
hasrangedfrom outrightrefusalto evenconsidertheline item additionto “price quotes”to the
assertedneedto “upgrade”billing systemsIn orderto addthe line charge.Forcarriersthat
refusedto addtheline item,AT&T hadno alternativemethodto recoverthosecostsfrom those
customers.For carriersthat soughtexorbitantcostrecoveryformassiveupgradesof systemsto
recoverthe line item (andgiventhattherearehundredsofindependentcompanies),AT&T’s
only alternativewouldhavebeento paymillions ofdollarsfor othercarriers’systemupgrades
(whichwouldhavetakenmonthsto accomplishin anyevent)andthenincreaseits already
competitivelyhamperedcollectionrateto recoverthosedirect costs.

ThesuggestionhasbeenmadethatperhapstheCommissioncouldassertanupperbound
on therecoveryratechargedby carriersto theirendusercustomerswithout addressingthis
“unbillable revenue”thatresultsin AT&T andsimilarly-situatedcarriersincurringuniversal
expensebutnot havinganymechanismnow.or in thefuture to collectthatexpense.Imposinga
rule that limits a carrier’srecoveryratebut doesnotprovideameansto recoveragainst
unbillablerevenueswouldpreventAT&T andsimilarly-situatedcarriersfrom recovering
legitimateuniversalserviceexpense.A restrictionofthattypewouldbeunlawful anda direct
violation oftheAct. . .

Thesourceofthevariationsin universalservicesurchargesamongtelecommunications
carriersstemsfrom thefactthateachindividual telecommunicationscarrierbearsall of therisk



ofnotrecoveringits universalserviceobligationsfrom its customers,which, astheCommission
hasrecognized,forcescarriersto “engagein complexcalculationsto accountfor suchvariables
asuncollectedrevenues,creditsandtheneedto recoveruniversalservicecontributionsfrom a
decliningrevenuebase.”NPRM,FCC02-43,¶ 23 (Feb.26, 2002). ¶ 23. Andbecauseeach
carrierfacesa differentrisk ofnonrecovéry,theirgoodfaithefforts to fashionrecovery
mechanismsinevitablyresultin line-itemdhargesofsubstantiallyvaryingamounts.

TheCommissioncannotlimit carriers’ pricing flexibility to settheamountoftheirUSF
recoverychargeswithout eliminatingcarriers’risk ofnonrecovery.As long asan individual
carrierbearsits own risk ofnonrecovery,thatcarriermustbeallowedto adjustits line-item
chargesfor universalserviceto accountfor thatrisk. Otherwise,acarrierwith a low individual
risk ofnonrecoverycouldfully recoverits universalserviceobligationsfrom theprescribedline-
itemcharge,whereasacarrierwith ahighrisk ofnonrecoverycouldcollectonly aportionof its
universalserviceobligationsfrom theprescribedline-itemsurchargeandwouldbe forcedto
collecttheremainingbalancethroughitsbasicrates. Thatresultplainly is not competitively
neutral.

Moreover,by effectivelyforcingcertaincarriersto recoveruniversalserviceobligations
throughrates,theCommissionwould be maintainingan implicit universalservicesubsidyin
violationof § 254(e). 47 U.S.C. § 254(e). As theFifth Circuit hasheldthreetimesnowthat “the
plain languageofSection254(e)doesnot permit theCommissionto maintainanyimplicit
subsidies.”COMSATCorp. v. FCC, 250 F~3d931, 938 (5t1~Cir. 2001)(Commissionmaynot
evenpermit themaintenanceof implicit subsidies).2And to allow recoveryofuniversalservice
contributionsthroughbasicservicerateswouldunquestionablyconstitutean implicit subsidy.

In thepast,theCommissionhasgonetogreatlengthsto ensurethat it couldassess,and
carrierscouldcollect,theiruniversalservicecontributions. For example,wirelesscarriers
assertedthat theycouldnot identify interstaterevenuesfor individual customersor ona
company-widebasis,without significantdifficulty giventheirthen-existingbusinesspractices.
In responseto thosearguments,theCommissioncreatedthe “wirelesssafeharbor”pursuantto
which wirelesscarriersarepermittedto,report15%oftheirrevenueswhich areassumedto be
interstatefor assessmentpurposes(andarerequiredto corroboratethepercentageonly if they
reporta lowerpercentageofrevenues).See,e.g., Federal-StateJointBoardOn Universal
Service,CC DocketNo. 96-45,FCC98-278(adoptedOctober22, 1998,released:October26,
1998). Thewirelesscarriers,in turn, assesstheirenduserseitheraflat monthly chargeora
percentageof all revenues(inter- andintra-state),asdescribedbelow,againbecausethecarriers
wereunableto distinguishinterstateusageat.thecustomerlevel.3

In essence,thewirelessindustryhadanissuesimilar to theunbillablerevenueissue

2 SeealsoAlencoComm.v.FCC, 201 F.3d608, 623 (
5

th Cir. 2000); TexasOfficeofPublic Utility Counselv.

FCC, 183 F.3d393,425(5thCir. 1999).

~ Wirelesscarriersgenerallyassessa universalconnectivityfeeto eachcustomerwho signsup for wireless
serviceirrespectiveof whetherthatcustomermakesanyinterstatecalls. Thosechargesareassessedin two
differentmanners:on apercentof total revenueoron a flat feebasis.Undera flat fee mechanism,the carrier
assesseseachcustomeror eachtelephonenumbera flat rateforuniversalservicecontributionirrespectiveof the
customer’srevenuesorusages(Cingular,for example,assesseseachtelephonenumber$.55permonth). Other
carriers,like AT&T WirelessandNextel,‘assessuniversalserviceasa percentageoftotalrevenues(usuallyin
therangeof 1%).



experiencedby AT&T andtheCommissjon.solvedtheproblemfor wirelesscarriers.If wireless
carriershadbeenforcedto bill eachindividual customerbasedon thepercentageofinterstate
revenuescausedby that customer,accordingto thosecarriers,manyofthemcouldnot have
compliedorcouldnot havecompliedwithoutsignificantexpense.TheFCCaddressedthatissue
by creatingthesafeharborandpermittedthosecarriersto averagetheiruniversalserviceexpense
againsttheirentirecustomerbasesothatwirelesscarriersdid nothaveto significantly change
businesspracticesto enablethemto reportandcollecton interstateusage.

If theCommissionwereto adoptapolicy herethatconstrainedinterexchangecarriers
from collectinglegitimateuniversalexpenseincurredon revenuesuponwhich thecarrierwas
unableto bill (by constrainingtheupperboundofthecollectionpercentagechargedby carriers
orprohibitingtheutilization ofperaccountorperline collectionfeestructures)but continuedto
allowwirelesscarriersto utilize “safeharbors”andto averageuniversalserviceexpenseacross
theirentirecustomerbase,theresultwouldbepatentlydiscriminatoryandinequitable.

Further,suggestionshavebeenmadethatAT&T shouldsimply increaseits ratesin areas
(or for services),which accountfor unbillablerevenues.Thatsolutionraisestwo additional
distinct issuesthatmustbe addressed.First, thereis apotentialconflictwith theSection254(g)
requirementthatIXCs chargecustomersfor servicein rural areasno morethantheycharge
customersfor servicein urbanareas(becausetheindependentcompaniesinability to rendera
separateline item for surcharge).Second,becauseAT&T couldnotbreakout theUSF
connectivityfeefrom theunderlyingrevenues,it wouldbeunableto distinguishtheUSF
assessablecomponentoftheseratesfrom thenon-USFassessablecomponent,it wouldonce
againbeplacedin thepositionofbeingassessedfor USFcontributiononUSFrevenuesfor those
customers.TheCommissionrecentlycorrectedthis anticompetitiveramificationoftheexisting
contributionmechanism.Reportand Order,FCC02-43,¶11 113-115(Feb.26, 2002). Adopting
aselectiverateincreasesolutionwould reintroducethatproblemfor thesecustomers.

Unbillablerevenuesarealsoan issuein contractualarrangementswherethecustomers
assertthat contractsprohibit AT&T from assessinguniversalservicecontributions. While this
problemhaslessenedastime passes,therearestill instanceswherecustomersareassertingthis
prohibition. As in the situationsdescribedabove,carriersarestill assessedon thoserevenues
whetherthecustomerpaysthechargesornot. TheCommissioncanrectify this situationby
makingit clearin its Orderthatno contributororcustomershallbepermittedto relyon any
provisionin a contractfor interstatetelecommunicationsservicesto avoidthepaymentofthe
USF endusercharge.This approachwould tendto neutralizethedifferentialcollectionrates
amongcarriers. If theCommissionis, however,unableorunwilling to makesucha
pronouncement,carriersshouldnotberequiredto remit thoserevenueswhich theyhaveno legal
basisto collectandthoserevenuesshouldbe includedin theunbillablerevenuecategory
describedin theprojectedrevenuemethodologyrecommendedbelow (seeProposed
Methodology).

WirelessSafeHarbor andInternationalExemption
In principle,theCommissionmusteliminatethewirelesssafeharborandinternational

exemptionthat distortthemarketandprovidestrongincentivesfor customersto abandonfull
servicewireline providersin favorofwirelesscarriersandpureplay internationalcarriers.To
illustrateonceagain,presumeawirelesscarriersells thetwo differentcustomersbundledall
distanceoffersfor aflat monthlyfeeof$100(CustomerA) and$50 (CustomerB), respectively.



Assumingeventhat theCommissionraisesthesafeharborfrom 15% to 30%,(whichAT&T still
contendsis unlawful undertheAct), that carrierwould beassessedon $45 revenue.Assuminga
10% assessmentrate,the carrierwill pay$4.50to USAC. Thewirelesscarrierwill paythat
assessmentevenif 100%ofthosecustomercallsareinterstatein nature.

By contrast,if AT&T servedthe$100and$50 interstatelong distancecustomers,AT&T
wouldberequiredto contributeto theUSF basedon thefull $150ofthosecustomers’interstate
usage.Assumingthesame10%USF assessmentrate,while thewirelesscarrierwould contribute
$4.50,AT&T would contribute$15 to theUSFfor the identicalinterstateusage. That
discrepancyexistsassumingthattheinterim fix addressesboththelag andunbillablerevenues
issues.If theCommissiondoesnotaddressthoseissues,thediscrepancywouldbeevenworse.
Onecaneasilyseewhy thecurrentmechanismdistortsthecompetitivemarketplaceandprovides
powerful incentivesfor customersto placelongdistancecallsoverwirelessnetworks.

Theinternationalexemptionresultsin similarlydiscriminatoryUSF treatmentasbetween
apureplayinternationalcarrierandafull serviceprovider. AssumeanAT&T customerhad
$1000ofinterstateandinternationalrevenuein agivenmonth,with $120ofthetotal being
interstatein nature,andtheremaining$880beinginternational.BecauseAT&T is not eligible
for the internationalexemption,it.Wouldbeassessed$100forUSF (assuminga 10%USF
assessmentrate)andwould berequiredto recoverthiscostfrom thecustomer,thusbilling the
customeratotal of$1100. Anothercustomer,with the identicalusage,but servedby acarrier
operatingunderthe internationalexemptioneligibility, contributesonly $12 to theUSF (10%of
$120interstaterevenue;the internationalrevenueis exempt). Thus, thepureplayinternational
carrierwould chargeits customeratotal of$1012,or$88 lessthanwhatAT&T wouldbill its
customerwith identicalusage. In fact, thecustomerofthe“pureplay” internationalcarriercan
havea greaterpercentageofinterstaterevenues,andstill contributelessto theUSFthana
comparableAT&T customer. Indeed,becauseofthesix-monthlag, the“pureplay” international
carrierhasup to six monthsto marketthis competitiveadvantagebeforeit might berequiredto
reclassifyitselfasa carrierno longersubjectto the internationalexemption.

TheAT&T-proposedtelephonenumbers-basedassessmentmechanism,wouldhave
eliminatedthe competitiveinequitiesraisedby thewirelesssafeharborandtheinternational
exemption.BecausetheCommissionis consideringan interimapproaôhthatmaintainsaspects
oftherevenue-basedmechanism,it shouldeliminatethewirelesssafeharborandthe
internationalexemptionin theirentiretynow.

ProposedMethodology
Giventhatmodifying thecurrentrevenue-basedmethodologyis designedto be temporary

in nature,theCommissionshouldadopta projectedrevenue-basedapproachwhich wouldhave
thetwinbenefitsof(1) eliminatingtheseverelyanticompetitiveeffect ofthe lagwhich
discriminatesagainstcarrierswith decliningrevenuesandfavorsthosewith increasifigrevenues,
and(2) usingthe currentUSFadministrativestructuretherebyminimizing theburdenson
contributorsandUSAC, specificallyby notrequiringsignificantsystemschangesto implement.

TheCommissioncouldoperationalizeaprojectedrevenueapproachusingthe current
carriersubmissionandUSACbilling timelines. Thefollowing illustratesthis approacheffective
April 1, 2003 for secondquarter2003 USF funding. Carrierscouldfile onFebruary1, 2003
projectionsof collectedrevenuesfor thesecondquarter2003 with USAC usingaProspective



Form 499-Q. AT&T suggeststhat theprojectedrevenuesubmissionsprovidedby carriers
estimatethoserevenuesthat a carrier expectsto collectfrom its endusercustomersin the
quarter,ratherthanbilled revenues.This structurewould reflect thefactthat (1)notall
customerspaytheirtelecommunicationsbills and(2)somecustomerscannotbebilled USF
becauseofLEC refusal/inabilityto provideaUSF line itemon thebill (primarilyaproblemwith
smallerindependentLECs andRBOCbilling for casualcalling). Thoseprojectionswould then
be thebasisonwhich USAC calculatesits assessmentfactor.

By February15, 2003,USAC would calculatetherevenueassessmentratefor second
quarter2003by dividing theprojectedUSF fundingrequirementsforthe secondquarterby the
sumoftheprojectedrevenuesobtainedfrom theprospective499-Qsasadjustedfor IXC
unbillablerevenues.USAC wouldbill respectivecarriersbasedon theirsubmissionsaccording
to the currentbilling schedule,i.e., onApril 15, May 15, andJune15. Carrierswould thenremit
theircontributionsonMay 15, June15, andJuly 15,consistentwith thecurrentpayment
schedule.Carrierswould true-uptheirsecondquarteractualrevenueson theirForm 499-Qfor
thesecondquarterthatwouldbefiled onAugust1, 2003. AttachmentA furtherillustratesthe
relevantfiling pointsfor thethirdandfourth quarter2003carriersubmissions.By relyingon the
currentschedule,thisprojectedrevenueapproachcanbe implementedseamlesslyandwithout
delay.

In accordancewith FCCrules, acopyofthis letter is beingfiled in eachofthe above-
captioneddockets.

Respectfullyyours,

it,

Enclosure
AttachmentA



OPERATIONALIZING USF BASED ON PROJECTED R]WEN1JES
Effective April 1, 2003 for 2nd Quarter 2003

• Carriers file projections of revenuesfor the 2nd Quarter of2003 with USAC (Prospective499-Q)— February 1, 2003
- Carrierswill file projectionsof anticipated“Collected” revenues,usingsameformatof Form499-Q.
- IXC’s will identify “Unbillable” revenues(LECbilledrevenuesbutno usfline-item,existinglong-termcontractswith nonsfline-item),i.e.,revenues
for whichtherewill notbeacorrespondingusfline-itemin the2” Quarter.

• USAC calculatesthe revenueassessmentrate for the2nd Quarter of 2003by dividing theprojected USFfunding
requirements for the 2~’Quarter by the sumofthe projected revenuesobtained from the Prospective499-Qs.—
February 15, 2003
- USACadjustsassessmentratefor DCC “Unbillable” revenues.

• USAC bills respectiveCarriers basedon their submissionsaccordingto the current billing schedule— April 15,May 15,
and June 15

• All Carriers remit contributions accordingto current paymentschedule— May 15,June 15, and July 15

• Carriers File Prospective499-Q for
3

rd Quarter with USAC — May 1, 2003

• Carriers File Form 499-Q for 2” Quarter and Prospective499-Qfor ~ Quarter with USAC — August 1, 2003
- Form499-Q ismodified to reflect“Collected” revenuesfrom thepreviousquarter.

- ~ ~ - I ~



OPERATIONALIZING USF BASED ON PROJECTED REVENUES
Effective April 1, 2003for 2nd Quarter 2003

(cont’d)

• True-up Mechanism1
- Applied in 4th Quarter 2003

- USAC comparesCarrierprojectedrevenuesfor2ndQuarterProspective499-Q2003 withactualrevenuefromAugust
1

st Form499-Q.
- USACcalculatestheCarrier(plus/minus)adjustmentto the2nd Quarterassessmentbasedonthedifferencebetweentheprojectedrevenuebaseand
actualrevenuebase.
- USACapplieseachCarrieradjustmentasanincrementto the4thQuarter2003 USFfundingrequirement2

- USACsettleswitheachCarrierbasedonthedifferencebetweenitsprojectedrevenuesfor the2ndQuarterandtheir actualrevenuesfromtheir
August1st Form499-Q.

True-upsareapplicableto anyquarterforwhichusf assessmentsarebasedon carrierprojecteddata. Adjustmentsaremadeto theusfassessmentsfor the
secondquarterfollowing thequarterthat is basedonprojecteddata,i.e.,the2ndQuarter2003 assessmentsare“trued-up” in the4thQuarter2003.
2JfaCarrier’sactualrevenuesfor the2ndQuarter2003 exceededtheprojections,thenthe4thQuarter2003USFfundingrequirementcanbeloweredasthe

differencewill bemadeupby USACsettlementswiththat Carrier. If a Carrier’sprojectionsfor the2ndQuarter2003 exceededactualrevenuesfor thatCarrier,
thenthe4thQuarter2003 USFfundingrequirementmustberaisedto reimbursethatCarrierwho overpaidin the2ndQuarter.


